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Chief Executive Officers
All Licensed Finance Companies

Dear Sir/Madam
Guidance on Managing Risks in Gold-Backed Lending

Finance Companies are advised to exercise heightened vigilance and prudence in granting credit
facilities backed by gold collateral, given the prevailing elevated gold prices. Heightened
geopolitical tensions may further amplify gold price volatility and intensify associated

vulnerabilities, thereby increasing the risks linked to such exposures.

You are required to ensure that loan-to-value ratios applied remain prudent, valuation and haircut
practices are robust and conservative, and due consideration is given to borrowers’ repayment
capacity where necessary, particularly in cases of repeat/rollover lending and significant
exposures. Internal targets and staff incentive structures on gold-backed lending should not
encourage excessive risk taking. Regulated Financial Institutions should closely monitor and
appropriately manage the growth and concentration of gold-backed loan portfolios and ensure
alignment with approved risk management frameworks, internal credit policies and best

practices.

The Central Bank will continue to closely monitor developments in gold-backed lending and may

take appropriate prudential measures if required.
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Dr. B H P K Thilakaweera
Director
Macroprudential Surveillance Department
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